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The California Postsecondary Educat.on Commission was
" created by the Legislature and the Goverror in 1974 as the
successor to the California Coordinating Council for Higher
Education in order to coordinate and plan for education in
California beyond high school. As a state agency, the
Commission is responsible for assuring that the State’s
resources for postsecondary education are utilized effectively
and efficiently; for promoting diversity, innovation, and
responsiveness to the needs of students and society; and for
advising the Legislature and the Governor on statewide
educational policy and funding.

The Commission consists of 15 members. Nine represent the
general public, with three each appointed by the Speaker of the -
Assembly, the Senate Rules Committee, and the Governor. The
other six represent the major educational systemns of the State.

The Commission holds regular public mzetings throughout the
year at which it takes action on staff studies and adopts
positions on legislative proposals affecting postsecondary
education. Further information about the Commission, its
meetings, its staff, and its other publications may be obtained
from the Commission offices at 1020 Twelfth Street,
Sacramento, California 95814, telephone (316) 445-7933.
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INTRODUCTION

Borrowing has long been an important way for students to finance their
postsecondary educations. Long before government loan programs were estab-
lished, students borrowed from their families and from banks to cover part
of their educational costs. But as these costs have increased since the

late 19703, government loans have been the only significant source of increased
financial aid available to students.

In California, the Guaranteed Student Loan Program, which provides low-
interest loans subsidized by the federal government and guaranteed against
default by both the federal and state governments, is now the single largest
source of financial aid in tue State. Currently, a quarter of a milljon
California students borrow under this program, and their 1983-84 loans
totaled over $660 million -~ four times the volume only four years earlier.

Despite the magnitude of the Guararteed Student Loan Program, little is
known about the characteristics of its borrowers, the role its loans play in
financing students' educations, or the policy implications of students'
increasing dependence on borrowed funds. Recently, public attention has
begun to focus on student borrowing in general and loan defaults in particular.
Legislative concern about these issues led to adoption by the Senate of
Senate Resolution 34 (reproduced in Appendix A) and approval of funding in
the 1984 Budget Act for the Commission to examine at least sever issues
related to student borrowing and defaults:

1. The characteristics of student borrowers, defaulters, and institutions
with high default rates;

2. The level and causes of defaults;

3. Responsibilities outlined in federal statutes for determining institutional
and student eligibility to participate in loan programs and ways to
prevent and recover defaulted loans;

4. The elements of loan costs and who pays them;

5. The role of loans in assisting students to finance their education;

6. Aggregate debt burdens and typical repayment provisions; and

7. The procedures of the California Student Aid _ ommission for issuing

guaranteed student loans and ensuring their repayment.

The Senate instructed the Commission to make recommendations as appropriate
in at least the following five areas:

1. Procedures for recovering loan balances that are in default;




2. Changes in State and federal policy and practice related to default
recovery and prevention and other issues considered relevant to student
finaucial aid;

3. The appropriate role of student loans in financial aid packages;

4. The appropriate distribution of loans among segments of postsecondary
education in California; and

5. Licensing and review procedures for schools that rely heavily on guaran-
teed student loans and have high default rates.

In this report, the Commission responds to the Senate's request by discussing
all of these issues and offering recommendations about them under six major
categories:

e the structure and processes of the Guaranteed Student Loan Program (Part
One);

e characteristics of borrowers (Part Two);

e stucdent indebtedness, including levels of debts, typical repayment pro-
visions for various levels, and the manageability of debt (Part Three);

e the issue of defaults, including a comparison of current level of Guaranteed
Student Loan defaults in California and the nation at large, projected
defaults for California, characteristics of students and institutions

" with high default rates, and causes of these high rates (Part Four);

e current and proposed efforts to prevent defaults (Part Five); and
e conclusions and recommendations (Part 5ix).

As specified in Senate Resolution 34, this report focuses on student loans;
but the Commission notes that, in a parallel report requested under 1984-85
Supplemental Budget Language, it describes California's program of undergrad-
uate grants (1985b), and in an earlier report, it studied the feasibility of
establishing a State-funded work-study program (1985a). Consideration of
such a program, and of issues related to the State's Cal Giant programs are
divectly related to the problems of student indebtedness and default discussed
in this report. and the Commission recommends that all taree reports be
cons dered together as providing a comprehensive examination of student
financial aid in California.

\



ONE

CALIFORNIA'S GUARANTEED STUDENT LOAN PROGRAM

To resolve the issues of excessive debt burdens and high default rate.
California's Guaranteed Student Loan Program requircs an understanding uf
the goals, structure, regulations, and growth of the program.

-

GOALS AND STRUCTURE OF THE PROGRAM

The Guaranteed Student Loan Program is a federal financial aid program

intended to provide students with low-interest loans from private lending
institutions to help them meet the costs of postsecondary education and

broaden their opportunity for choice among educational institutions. It is
administered through a partnership of the federal government, the private
financial community, and a State guarantee agency or private, non-profit
organization designed to serve the guarantee function. In California, the
Student Aid Commission acts as this guarantee agency.

Under tke program, an eligible student obtains a loan for educationa. purposes
from a bank, credit union, or other financizl institution. The federal
government guarantees the loan against default through a system of insurancec
and reinsurance involving t'i2 guarantee agency. It also pays the interest
on the loan while the student is in school as well as a special allowance
subsidy to lenders. Following a grace period ranging from six to twelve
months after the student completes or leaves school, the student must begin
repaying the loan and is usually allowed five years but no more than ten
years to complete repayment.

The amount that a student may borrow is limited to $2,500 annually for
undergraduate and $5,000 for graduate or professional students. The. agregate
permissible loan amounts are $12,500 at the undergraduate level and $25,000
for graduate and professional students. For loans disbursed since October
1, 1981, the minimum required payment is $50 monthly or $600 annually; on
lrans made previously, the minimum payment is $30 monthly or $360 annually.

In California, the Student Aid Commission administers the program under
federal statutory and regulatory guidelines, pays the claims on loans that
g0 into default, and is in turn reinsured against this loss by the federal
government. This means that when a student has located a lender, the Commis-
sion must review and approve the loan agreement before the loan funds are
disbursed. It also means that in the case of students who default on their
loans, the Commission must pay the lender all of the principal and interest
due on the loan from the Commission's loan reserve fund before being reimbursed
for loss by the federal governmentfor the loss.

Th= federal government encourages the participation of private lenders in
the program through two major subsidy programs: First, it pays the fixed
interest on the loan (currently 8 percent) while the student is attending



school and during the grace period. Second, it also pays a special allowance
quarterly to lenders based on their outstanding principal balance of loans.
This allowance, which is set in statute, is designed to cover the difference
between the interest subsidy payment and current market investment rates.
For example, if the current market interest rate for lenders is 15 percent,
the federal government pays the 7 percent difference between this rate and
the subsidized interest of 8 percent. The current. allowaace is the equivalent
of a 91-day Treasury Bill yield plus 3.5 percent. Combined; the interest
subsidy and the special allowance constitute the bulk of the cost of the
program, while loan defaults account for about 20 percent of these costs.

Federal payment of the interest subsidy ceases once the loan repayment is
supposed to begin. Thereafter, the borrower repays the principal and the
interest at the rate agreed upon when the loan was originated. If the
borrower is either unwilling or unable to begin repaying the loan or cannot
be found, then a set of procednres known as "dve diligence'" requirements
become effective. In order for lenders to collect the guaranteed reimburs' :
ment for loans, they must exercise 'due diligence" in attempting to bri-g
the loan into repayment by a series of notifications by mail and telephor -
that the loan is past due. After a borrower misses two payments, the lender
must file a "request for pre~-claims assistauce”" with the Student Aid Commis=~
sion which makes parallel efforts to bring the loan into repayment. Between
90 and 120 days past due, the lender may file a claim for reimbursement for
the loss. Between 120 and 210 days past due, the guarantee agency may
purchase the past due ioan from the leader, and at the time of this purchase
the loan is considered in default.

PARTICIPANT RESPONSIBILITIES

Over the life of the loan, the various participants’' in the transaction --

lenders, borrowers, State-guarantee agencies, and the federal government -~
assume financial burdens and procedural responsibilities that facilitate the
financing of students' higher education while allowing a reasonable rate of

return on the resources invested in the program. The process may be thought
of as occurring in three phases:. (1) the application or o-igination period,
(2) the in-school period, and (3) the loan repayment period. At each stage,
a number of steps are taken to insure that the loan is made and serviced

properly.

Application Period

The application period encompasses the time from loan application to dis-
bursement. After the school's financial aid office determines that loan
eligibility is probable and that a loan is desired and needed, the student
fills out a Guaranteed Student Loan application (Appendix B) that stipulates
the terms and conditions of the loan, including eligibility, loan limits,
interest rates, finance charges, and repayment terms. School officials
review the student's portion of the application (Part A) for completeness




and accuracy and complete Part B that verifies the student's enrollment,
Selective Service registration ccrpliance, academic progress, and previous
financial aid obligations. At this point, if Student Aid Commission recom-
mendations are followed, the institution's financial aid counselor discusses
with the student the implications and responsibilities associated with
receiving the loan and seek3 to obtain affirmative answers to the following

questions as outlined in the Student Aid Commission's proposed admini«trative
guidelines:

1. Has the student .nvestigated other forms of financial aid such
as institutional, federal and .Lcate grants, scholarships, ox
work-study programs? '

2. Does the student fully understand that the Guaranteed Student
Loan is a long-~term financial obiligation that must be repaid
with interest and is the student aware of how much loan payments
will be when the loan enters repayment?

3. Is the student aware of the finance charges, including origina-
tion fees and insurance preaiums which will affect the total
funds disbursed to the student?

4. Has the student been apprised of the consequences cf defaulting

on the loans including an adverse credit rating which can
adversely affect the borrowers ability to obtain credit in the
future?

5. When signing the application and the Promissory Note is .the
student aware that the student has agreed to the following
conditions:

a. All refunds made by the school will be paid directly to
the lender,

b. The loan funds must be used ior edrcational purposes only,

c. The borrower must contact the ':nder within ten days if
he/she ceases to ba enrolled on at least a half-time
basis, fails to enroll in school for the loan period,
transfers between institutions, graduates or completes
school or has a change of address or name?

The Student Aid Commission considers a complete understanding of these terms
and conditions essential for insuring that the student is aware of the kind
of agreement being entered into, since both the relative ease and access to
the program without the necessity of a prior credit history or a cc-signer
and the fact that repayment will begin only at some future date following
completion of schoul and a subsequent grace period tend to reduce the student's

perception of the loan as a long-term encumberance and obligation with all
the attendant fiscal responsibilities.

Having verified the borrower's section of the application and completed Part
B, the institution forwards the application to the lender selected on by the
student, sometimes with the advice of the institution.




The lender then reviews the application for completeness and eligibility,

completes Part C which stipulates the loan amount, disbursement dates, the

maturity date, interest rate, and total fec costs, and forwards the applica-
tion to the Student Aid Commission's processing center for guarantee.

The Commission reviews the application and notifies the lender 1f the appli-
cation is accepted or rejected for guarantee. If it is accepted, either the
lender or, if prior agreement has been made with the Student Aid Commission,
the Commission's processing center issues a promissory note to the borrower.
After the borrower signs the promissory note and returns it to the lender,
the lender disburses the loan funds through the educational institution,
payable either to the borrower or co-payable to the borrower and the insti-
tution.

The entire process from submission of a completed application to the disburse-
ment of the loan takes from six to nine weeks. The Student Aid Commission .
has made efforts tc automate this process on a pilot basis in order to
reduce the time uecessary to disburse funds. This experiment appears to
have been successful in cutting delays, but the Legislature has appropriated
no funds for continuation or expansion of the pilot project at this time.

In-School Period

During this period, while inteiest on the loan is paid by the federal govern-
ment, the student must notify the lender of any change of address or enroll-
ment status. In addition, the California Ednucational Loan Program (CELP)
processing center requires that the school semiannually fill out a Student
Status Confirmation Report (SSCR) indicating whether the student is still
attending. If the SSCR indicates that the student has left school or is
attending less than half time, CELP notifies the lender, and the loan auto-
matically goes into the grace period. At this point, the lender is required
to notify the borrower of the terms of repayment.

Unfortunately, students often do not comply with the notification requirements
of the loan agreement; they are often unaware of their cumulative debt
burden; and lenders have not been required to nofity studeats of their
accumulated indebtedness, although a number of lenders do this on their own
initiative. The Student Aid Commission is currently reviewing additional
regulations that would require the periodic notification of students with
regard to their current debt obligations. The transient nature of student
life makes the systematic tracking of students by lenders difficult, but
efforts to maintain contact between lenders and students during the in-school
period of the loan appear to materially reduce the default rates of students
after they leave the educational institution.

Repayment Period

Repayment for a guaranteed student loan usually begins at the end of the
six-month grace period after the student borrower leaves school or ceases to
be enrolled in school on at least a half-time basis. For the vast majority
of borrowers who begin repayment on time and continue to make regular payments




until their debt is retired, no State or lender activity beyond monitoring
the repayment process is required. For students who fail to begin repayment
or who miss at least two paymnts, a series of dministrative responses are
initiated: (1) due diligence procedures on the part of the lender; (2)
pre-claims -- a joint lender and guarantee-agency effort; and (3) default.

Due Diligence: If a student fails to begin repayment or misses two payments,

the lender must initiate a series of notifications by mail and by telephone,

starting with a late notice to the borrower within 15 days after the missed !
due date. If the borrower has not begun or resumed payment within 45 to 60

days after the first late notice, the lender must file a "Request for Pre-

claims Collection Assistance" with the Student Aid Commission.

Pre-claims: At the time that the '""Request for Pre-claims Collection Assistance"
is filed, the lender continues its required efforts to contact the borrower,
including a final demand letter sent between 90 and 120 days after the due
date. At the same time, the Student Aid Commission sends a warniag letter
urging the borrower to contact the lender and follows up with at least three
attempts to contact the borrower by telephone. If the borrower cannot be
contacted, the Student Aid Commission submits his or her name to the Internal
Revenue Service (IRS) for "skip-tracing" assistance. The Student Aid Comwmis-
sion also attempts to locate "skips" independent of IRS activities. The
lender may file 2 default claim at any time after it has sent its final
demand letter to the borrower.

Default: A loan is considered to be in default when the borrower either (1)
fails to make an installment payment when due, (2) fails to establish a
repayment schedule, or (3) violates other terms of the loan, such as .nrollment
requirements. Lenders may file default claims between 90 and 120 days after
the pre-claims period has begun and after receiving notice from the Student
Aid Commission that such claims for reimbursement should be filed.

Lenders must attach to these claim forms documentation that they have exercised
proper procedures, including due diligence, in making and attempting to
collect the loan. If the Student Aid Commission determines that they have
met all requirements for reimbursement, the Commission pays the unpaid sum
of the principal balance and interest from its Guaranteed Student Loan
Reserve Fund. )

In order to be reimbursed by the federal government, the Commission has had
to agree to make al) reasonable efforts to collect the loans after it has
paid the lenders' claims. During each federal fiscal year, the federal
government reimburses state guarantee agencies as follows:

e It will purchase 100 percent of the amount of defaulted loans until the
total amount of the defaulted loans purchased reaches 5 percent of the
amount of loans that were in repayment at the end of the preceding federal
fiscal year.

® Once the amount of defaulted loans purchased reaches 5 percent of the
amount of loans that were in repayment, it will purchase 90 percent of
the amounts of defaulted loans.



e And when the amount of the defaultea loans reaches 9 percent, will purchase
only 80 percent of the amounts of defaulted loans.

The '"trigger" default rate .is the percent that defaulted loans are of the :
amount of loans in repayment at the end of the preceding fiscal year.

Because California's trigger default rate is projected to be 10.6 percent,

the Commission will be eligible for only 80 percent reimbursement on those .
loans defaulted after the trigger exceed 9 percent, which means that the

remaining 20 percent must be paid from its Loan Reserve Fund.

Educational institutions are not direct parties to the loan process. While
it is in their interest tc keep their loan .efaults to a minimum, and wnile
they are often in the best position to help locate delinquent borrowers,
they currently offer little pre-claims assistance to students, lenders, or
the Student Aid Commission. State privacy laws prevent the disclosure of
personal information on students, although in a recent opinion, California's
Attorney General stated that it is permissible for institutions to supply
the Student Aid Commission with borrowers' add:esses and for the Commission
to release to institutions the names of students who are delinquent or who
have defaulted on guaranteed loans. The Student Aid Commission is currently
developing policies and procedures related to the use of this information.

INCENTIVES FOR GROWTH ‘ e

California's problems of student debt and loan dafaults would be small if
the Guaranteed Student Loan Program were small, but as Table 1 illustrates,
the number and dollar volume of loans uniler the program have burgeoned over
its first five years to a cumulative total of almost one million loans
amounting to over $2.6 billion. There is no precedent for such growth in
any State-funded student financial aid program and Iittle precedent in any
State loan program of any type.

TABLE 1 Number and Dollar Value of California Guaranteed Student
Loans, 1979-80 Through 1983-84

Year Numt.er of Loans Amount of Loans
1979-80 73,483 $ 168,331,000
1980-81 182,962 469,593,688
1981-82 237,825 654,352,000
1982-83 200,323 550,705,00C
1983-84 245,201 663,311,000
TOTAL 939,794 $2,506,293,688

Source: California Student Aid Commission.




This growth has resvlted not only from a rapid increase in student charges

at California's public and private colleges and universities but also from a
number of program changes designed to increase the participation of lenders,
state guarantee agencies, and student burrowers. In addition, the decreasing
availability of grants and the smaller portion of average costs covered by

all kinds of grants, even for those who rcceive them, have contributed to

increased reliance on loans to finance educational costs.

Lender Participation

The federal government has used two principal incentives to encourage lender
participation in the Guaranteed Student Loan Program: (1) the guarantee
against default, (2) its increased "special allowance."

The Guarantee Against Default: Although a small rost to the fed:ral government
compared to the "special allowance," the guarantee agninst default is a key
element of the Guaranteed Student Loan Program. It removes the risk of
lending to students with no credit record by guarantecing that lenders who
exercise reasonable diligence in making and attempting to collect loans will
be repaid for all Guaranteed Student Loans they maketﬂ

The Increased Special Allowance: The original loan program of 1965 provided
lenders a return of only 6 percent -- the amount of interest charged to
students at the time =-- compared to the current 9 percent subsidy. But as
market interest rates began to rise, the disparity between the fixed rate of
return on Guaranteed Student Loans and the market yield limited lernder
participation in the program. Therefore, in 1969, the federal goverment
agreed to pay lenders an additional amount -- the "special allowance" --
based on the Jollar value of the unpaid principal of all eligible student
loans they held to insure a competitive yield on student loans.

Initially, this allowance could not exceed 3 perceni of the lender's out-
standing loan balance. In 1977, however, “ongress raised the maximum rate
to 5 percent of average unpaid principal baliuce aad in 1978, it eliminated
this 5 percent cap. More recent changes have contributed to an escalation
of federal expenditures for the program. As Tubie 2 on page 10 indicates,
Dy 1982 the cost of the program vo the federal goverment exceeded $3.2
billion and for 1983 was above $2.8 billion, with the largest increases
having occurred in special-allowance payments because of the large gap
between interest rates charged students and prevailing market rates.

Nonetheless, lender participation in the program is inextricably tied to the
supply of private capital available for guaranteed student loans, and in
1983, the Wharcon Applied Research Center concluded in a report for the
National Commission on Student Financial Assistance that the special allowance
formula should be retained in its current form for the following reasons:

e the administrative costs to lenders are a complex set of variables not
amenable to simple explanations;

e changes in the cost allowance could jeopardize the availability of loan
capital; and

e the T-bill rate is an adequate index of the cost of capital.
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TABLE 2 Federal Costs for Guaranteed Student Loars in Millions
of Dollars, Fiscal Years 1973 to 1983

Obligations 1973 1975 1977 1978 1979 1980 1981 1982  1v8

3

In-School

Interest $209 $230 $244 $24Y $296 § 445 § 629 51,064 51,108
Interest Rate

Charged to

Students 7% 7% 7% % 7% 7% 9% 9% 8%
Special - '

Allowance 33 87 106 195 401 820 1,365 1,849 1,258
Total Interst

Received by :

Lenders™* 9.5% 9.3% 9.3% 11.1% 13.6% 13.4% 19.5% 13.4% 13.1%
Guarantees and

Administrative

Expeuses 64 189 198 261 302 333 308 384 509
TOTAL $306 $506 $548 $705 $999 $1,598 $2,344 $3,298 42,865

* Interest subsidy plus special allowance.

-Source: U.5. Department of Education, Office of Student Financial Assistanc

Guarantee Agency Participation

The Higher Education Act Amendments of 1976 encouraged states to assume
responsibility for administering federal student loan programs by offering
them new incentives and funds. Previously, the federal government had
covered only 80 percent of loan defaults with the states assuming responsi-
bility for the other 20 percent. #£fter 1976, federal funds underwrote up to
100 percent of the reinsurance and, in addition, covered higher state admin-
istrative costs to aid in collecting on defaults. The federal government
also vffered loans tu guarantee agencies for start-up funding of the agency's
loan reserve fund. The California Student Aid Commission has repaid the
start-up loan that it received for participating in the program.

Student Eligibility

Originally the Guaranteed Student Loan Program was limited to students from
families earning less than §$15,000 a year. In 1976, however, Congress
raised this income ceiling to $25,000 and then, two years later, removed the
ceiling « rely. The tremendous increase in program participation and
costs resulting from this 1978 decision led in 1981 to imposition of a
"needs test'" if a studeat's family income was over $30,000.
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Further increases in student participation resulted from increases in the
cumulative amount i_hat students could borrow. Annual borrowing limits
remained the same, but the total amount that undergraduates could borrow has
increased from $10,000 to $12,500, while the amount for graduate and profes-

sional students has grown from $15,000 to $25,000, ‘including undergraduate
borrowing.

Since 1981, students have been required to pay an origination fee equal to 5
percent of the principal of their loan. This fee accrues to the federal
government in order to help defray the cost of subsidizing loans during the
in-school period. Students are also required to pay an insurance premium in
the amount of 1 percent of the principal amount of the loan for each year
that they are in school plus one year. A student who borrows $2,500 at the
beginning of his or her junior year (and plans to finish school in two
years) thus actually receives a net loan disbursement of $2,300 -~ the
$2,500 principal less $125 for the origination fee and $75 for the insurance
premium. Proposals at the federal level to increase the origination fee to
10 perceat would reduce the borrower's net from the loan to $2,175. 1In
either case, the borrower's repayment is still based on a principal of
$2,500 at 8 percent interest. Because o1 the reduced amount actually available
to cover educational costs, the effective interest rate for the loan is
actually much higher than 8 percent.

CONCLUSION

The incentives that the federal government has employed to expand lender,

state, and student participation in the Guaranteed Student Loan Program have
clearly been effective, yet they have just as clearly nade the program very

costly. Even if no students defaulted on their loans, program costs would

run into the billions of dollars simply bacause of the way market interest

rates and overall loan volume drive interest subsidy and special allowance

costs.




TWO

CHARACTERISTICS OF CALIFORNIA STUDENT BORROWERS

For the past three years, an average of nearly 228,000 California students
have borrowed almost $623 million annually under the Guaranteed Student Loan
Program, for an average loan of $2,734 esch year. For the first two months
of 1984-85, lending activity has been slightly ahead of activity during the
same months of 1983-84, and thus it seems likely that 1984-85 will again see
over $660 million in borrowing under the program. Tables 3 and 4 on page 12
illustrate the growth of California Guaranteed Student Loan borrowing since
1979-80 -~ the program's first full year of implementation in each of Cali~
fornia's major segments of postsecondary education. Overall, participation
in the program has increased dramatically in the few years since its inception,
with the number of loans more than tripling and the dollar volume nearly
quadrupling. Most dramatic hkas been the increac-d participation since
1979-80 of students in Community Colleges (eight times as many loans, and
eleven times as maay dollars borrowed) and proprietary schools (ten times as
many loans and twelve times as many dollars borrowed).

INSTITUTION ATTENDED

As of 1983-84, over 28 percent of Guaranteed Student Loans were made to
students who attended independent colleges and universities, while 25 percent
went to proprietary school students. Another 18 percent went to California
State University students and 12 percent each were used by Community College
and University of California students. The remainder -- about 7 percent --
were used by California students enrolled either outside of California in
other states or other countries or in hospital education programs in California.

In terms of dollars borrowed, students who attended independent ipstitutions
accounted for almost 24 percent of the total and those in proprietary schools
borrowed ncarly 28 percent, compared to 17 percent for those at the Stat
University, 12 percent of the University, and 10 percent at Community Colleges.
Borrowers attending school outside of California and hospital educational
progr.ms accounted for the remaining 8 percent (Table 5).

SIZE OF LOANS

As of 1983-84, the average loan for University of California students was

nearly $2,900, for State University students $2,500, for Community College

students §$2,200, for independent college students nearly $3,300, for propri-
etary school students just over $2,400, and for other students $2,970. The

overall average loan was $2,705, compared to $2,447 in 1978-79 and $2,291 in
1979-39 (Table 6).




TABLE 3 Number and Dollar Amount in Thousands of California
Guaranteed S5tudent Loans, by Segment, 1978-79 Through
1983~-84 .
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84
Segmeat T ] | ] 3 ) 3 T ¥
California *
Commun ity .
Colleges s s 7 3,586 § 5,961 26,680 $ 55,083 18,625 § 90,382 32,415 $ 72,M76 29,960 $ 65,984

The California .
State University 29 63 17,827 13,049 45,776 105,273 $1,506 130,800 37,309 95,583 44,933 112,347
University of .

California 13 38 13,582 28,361 30,111 78,602 36,071 104,157 .26.631 - 70,321, 27,416 19,436
Indepeadent . ’

Institutions 46 135 26,717 13,339 50,848 154,783 58,434 190,837 48,458 160,820 57,889 190,964
Proprietary

Schools - 24 48 6,316 13,112 18,587 44,570 35,307 85,686 40,969 101,996 67,507 162,600
Other _6 10 5,395 _ 14,509 10,960 31,281 17,832 52,390 16,741 49,921 17,500 51,980

TOTAL 123 $301 73,483 $168,331 182,962 $469,594 237,825 $654,352 200,323 $550,705 245,201 $663,311

Source: Califermia Student Aid Cosmission, September 1984. .

TABLE 4 Year-to-Year Percent Change in Number and Dollar Volume of
California Guaranteed Student Loans by Segments, 1980-81
tc 1983-84 over Previous Year, and Cumulative, 1979-80
Through 1983-8¢ '

1980-81 1981-32 1982-83 1983-84 Cumulative

Segment ¥ $ ¢ s _H# $ _# $ # $
California
Community
Colleges 644% 824% 45% 64% -16% -20% - 8% - 8% 735% 504%
The California
State University 157 219 13 24 -28 -27 20 17 152 240
Univeraity of ’ '
California 122 177 20 33 -32 -32 12 13 102 180
Independent
Institutions 90 111 15 23 -17 -16 19 19 116 160

v .

Proprietary
Schools 194 240 90 92 16 19 65 59 969 1,140
Other 103 116 62 67 -6 =35 4 4 224 258
TOTAL 149% 179% 29% 39% -16% <-16% 22% 20% 234% 294%

Note: 1979-80 is used as the base year for measuring subsequent changes, since
it was the first full year of the program's operation in California.

{# = Percen: change in number of loans.
$§ = Percent change in dollar volume of loans.

Source: California Postsecondary Education Commission, from California Student

Aid Commission data.
i t 00 BEST COPY AVAILABLE
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TABLE 5 Percent Distribution of California Guaranteed Student
. Loans and Loan Dollars Among the Segments, 1978-79
Through 1983-84

1978-79 1979-80 1980-81 1981-82 1982-81 1983-84
. Segment i 3 7 3 T 3 7 3 T 3 7
California
Community )
Colleges 41.1% 2.3% 4.9% 3.%% 14.6% 11.7% 16.3% 13.8% 16.2% 13.1% 12.2% 9.9%
The California
State University 23.6 20.9 24.6 19.6 25.0 22.4 21.7 20.0 18.6 17.4 16.9
University of ’ . '
California 10.6 12.6 18.5 16.8 16.5 16.7 15.2 15.9 12.2 12.8 11.2 12.0
Independent
Institytions 37.4 44.9 36.4 4.6 218 3.0 . 24.6 29.2 26.2 29.2 231.6 28.8
Proprietary
Schools 19.5 15.. 8.6 1.8 10.2 9.5 14.8 13.1 20.5 18.5 27.5 24.5
Other 4.9 3.3 1.3 8.6 5.9 6.6 1.5 8.0 _8.4 9.1 .1 _1.8
' TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

# = Percent change in number of loans.
$ = Percent change in dollar volume of loans

Source: California Pon;necondary Education Commission, from California Student Aid Commission data.

TABLE 6 Average California Guaranteed Student Loan by Segment,
1978~79 Through 1983-84

Segment 19783-79 1979-80 1980-81 1981-82 1982-83 1983-84
California
Community
Colleges $1,400 $1,662 $2,065 $2,337 $2,223 $2,202
The California ’
State University 2,172 1,854 2,300 2,540 2,562 2,500
University of »
California 2,923 2,088 2,610 2,888 2,878 2,897
Independent
Institutions 2,934 2,739 3,044 3,268 3,319 3,299
Proprietary
Schools 2,000 2,076 2,398 2,427 2,490 2,409
Other 1,666 2,689 2,854 2,938 2,982 2,970
TOTAL $§2,447 $2,291 $2,567 $2,751 $2,749 $2,705

Source: California Postsecondary Education Commission, from California
Student Aid Commission data.




Average loans of over $2,500 for students enrolled in the University, inde-
pendent colleges, hospital schools, and institutions outside of California
suggest that significant numbers of graduate students are attending these
institutions and borrowing sometking between the $2,500 maximum allowed for
undergraduates and the $5,000 that graduate students may borrow.

The 400 or so students studying outside the country are probably almost all
graduate or professional students, based on their average loan of about

$4,500. In contrasi, average loans at Community Colleges and proprietary
schools, which do not enroll graduate students, are less -- $2,202 and

$2,409, respectively -- and vary little, despite substantial differences in
Community Collcge and proprietary school costs.

The increased dependence of students in all segments on borrowing over the
past six years is illustrated in each of Tables 3 through 6. Nearly a
quarter of a million ‘alifornia students borrowed to finance their education
in 1983-84 -- more than three times the number who did only four years
earlier. Furthermore, they borrowed nearly 20 percent more (over $400) than
they did four years previously. Among the five segments whose students
account. for the vast majority of loans, different patterns of loan dependence
have developed between 1979-80 and 1983-84. Students in the three public
segrents increased the dollar amount of their borrowing between 32 and 39
percent, while those at proprietary and independent institutions increased
their amount only 16 and 20 percent, respectively. State University and
University students borrowed approximately $700 to $800 more, respectively,
than they did in 1979-80; Community Ccllege and independent college students
borrowed around $550 more; and proprietary students borrowed only $333 more.

In all segments, the size of the average loan has remained relatively stable
since 1981-82.

PERCENT OF STUDENTS APPLYING FOR LOANS

Large differences exis:t among California's segments in the percentage of
their students who apply for loans. According to the most recent California
Student Expenses and Resources Survey of the Student Aid Commission, a high
of 54 percent of the proprietary school students appplied, followed by 40
percent of students at independent colleges and univertities, 30 percent of
students at the University of California, 19 percent of those at the California
State University, and 5 percent at the Community Colleges (second column,
Table 7). These differences can be explained in part by the substantial
differences.in the average cost of attendance in the five segments, and in
the case of proprietary schools, the somewhat more restricted availability
of grant funds.¥

*This discussion and that on the following pages is based largely on informa-
tion reported in the 1982-83 Student Expense and Resource Survey conducted

24
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TABLE 7 Rates of Acceptance for Californuia Guaranteed Student
Loans by Segment, Among Students Responding to the
1982~83 California Student Expenses and Resources Survey

) Sample Who Applicants Wwho
Applied for Loans Received Loans® _

Segment Number Percent Number Percant

California Community 4

Colleges (N = 5,411) 280 5.2% 178 76.1%

The Cal.fornia State

University (N = 5,766) 1,071 18.6 782 82.6

University of _

California (N = 5,552) 1,671 30.1 1,314 87.4

Independent

Institutions (N = 4,438) 1,783 40.2 1,404 90.0

Proprietary

Schools (N = 2,143) 1,155 53.8 907 87.7

TOTAL (N = 23,265) 5,959 25.6% 4,585 86.9%

*These numbers and percentages represent only those who applied and had
heard whethe: or not they received loans.

Note: Unweighted survey results; not reflective of the total enrollment
. or the number of loan applicants and recipients in each segment.

o Source: 1982-83 California Student Expenses and Resources Survey,
California Student Aid Commission.

by the Student Aid Commission. (Appendix C, excerpted from the Commission's
1984 report, Meeting the Costs 3f Attending College, discusses the survey,
its utility for policy analysis, and the limitations of the data derived
from it.) The number of respondents indicated in the tables on the following
pages reflects the number of students who actually completed the SEARS
survey instrument and have not been weighted to reflect total enrollment or
the number of GSL applicants and recipients in the segments. (The total
numbers in the tables vary because of di.fferences in the number of unknown
. responses to individual questions.)




ACCEPTANCE RATE

Participation in the Guaranteed Student Loan Program is possible almost
regardless of segment of attendance. As the right-hand column of Table 7
shows, nearly 87 percent of all students applying for loans received them,
including 90 percent of students at independent institutious, 87 percent at
the University at California and proprietary institutions, 82 percent at the
State University, and 76 percent at Community Colleges.

The California Student Aid Commission guarantees about 95 percent of all the
losn applications it receives. The 8 percentage-point differences between
this rate and the 87 percent acceptance rate results from a variety of
factors, including student borrowers deciding not to return to school or
finding other sources of funds, as well as lenders' policies.

STUDENT LOAD AND LEVEL

In 1982-83, one-fourth of the students responding to the Student Expenses
and Resources Survey applied for Guaranteed Student Loans. Close to one-
third of all full-time undergraduates did so,” compared to less than 10
percent of half-time undergraduates and 2 percent of less-than-half-time
undergradvates. This latter grou] group is not eligible to borrow under the
Guaranteed Student Loan program (Table 8). )

A higher percentage of graduate students -- nearly 26 percent -- applied for
loans than any other level of student, followed by 25 percent of seniors,
nearly 23 percent of freshmen, 22 percent of juniors, and nearly 20 percent
of sophomores (Table 9). In the past, freshmen had problems obtaining
loans, but this is no lenger the case, with nearly the same percentage of
those applying receiving loans as among all applicants.

SEX

The percentage of men and women in the sample who applied for Guaranteed
Student Loans was essentially the same -- 25.6 and 25.5, respectively --
although women were slightly more successful than men in obtaining loans ==
87.9 percent, compared to 85.6 percent (Table 10).

AGE

As can be seen from Table 11, nearly 27 perceant of applicants were under 20
vears old, while nearly 60 percent were between 20 and 29 years old, and
only 9 percent were over 40. The proportion of older students applying
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TABLE 8 Student Load of California Guaranteed Student Loan
Applicants, 1982~-83

Sample Who ' " Applicants Who
Applied for Loans Received Loans
) - Student Load Number Percent Number Percent

Full-Time
Undergraduate (N = 13,307) 4,158 31.3% 3,135 86.0%
Half-Time o
Undergraduate (N = 2,724) 261 : 9.6 175 79.6
Part-Time
Undergraduate (N = 1,631) 28 1.7 15 57.7
Graduate (N = 4,823) 1,248 25.8 1,038 - 91.7
Noncredit (N = 677) 225 33.2 178 88.1
TOTAL” (N = 23,162) 5,915 25.5% 4,542 86.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

" TABLE 9 Student Level of California Guaranteed Student Loan
Applicants, 1982-83

Sample Who Applicants Who
Applied for Loans Received Loans
Student Level Number Percent Number Percent

Freshmen (N = 5,701) 1,298 22.8% 1,127 86.8%
Sophomore (N = 3,927) 778 19.8 638 82.0
Junior (N = 4,155) 932 22.4 788 84.5
Senior (N = 3,549) 892 25.1 777 87.1
Fifth Year (N = 1,730) 262 15.1 230 87.8

Graduate (N = %,281) 1,104 2.8 1,617 92.1

TOTAL (N = 23,343) 5,266 22.6% 4,577 86.9%

Source: 1982-83 California Student Expenses and Resources Survey, California

Student Aid Cvmmission.




TABLE 10 Sex of California Guaranteed Student Loan Applicants,

1982-83
. Sample Who Applicants Who
Applied {or Loans : " Received Loans
Sex Number Percent Number Percent
Women (N = 13,332) 3,401 25.5% 2,649 87.9%
Men (N = 9,978) 2,558 25.6 1,92& 85.6
TOTAL (N = 23,310) 5,959 25.6% : 4,573 87.0%

Source: 1982-83 California Student Expeuses znd Resources Survey, California
Student Aid Commission.

TABLE 11 Age of California Guaranteed Student Loan Applicants,

1982-83
Sample Who Appiicants Who
Applied for Loens Received Loans

Age Group Number Percent Number Percent
Under 20 (N = 4,485) 1,194 26.6% 873 84.1%
20 to 24 (N = 9,228) 2,737 29.7 2,077 86.0
25 to 29 (N = 4,120) 1,174 28.5 , 947 90.8
30 to 39 (N = 3,524) 682 19.4 550 89.3
40 Plus (N = 2,049) 184 8.9 135 83.3
TOTAL (N = 23,%06) 5,972 25.5% 4,582 86.9%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student. Aid Commission. '

differs considerably by segment, with 21 pe~cent of the 40-year old or older
Community College students applying, compared with 7 percent at the State
University, 6 percent at independent and proprietary institutions, and 2
percent at the 'miversity =~- possibly reflecting limited availability of

other kinds or ..4 for nontraditional students attending the Community
Colleges.

ETHNICITY

Wide variation exists in the percentage of students from different ethnic
backgrounds applying for loans (Table 12). Over half of Black students
applied, compared with approximately three-eighths of Hispanic students and
about one-fourth of white and Asian students. All groups had virtually
similar acceptance rates, however, with only a 2 percentage-point difference
separating the white students at 87.3 percent and Black students at 85.3.
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TABLE 12 Ethnicity or California Guaranteed Student Loan
Applicants, 1982-83

Sample Who Applicants Who
Applied for Loans Received Loans
Ethnic Group Number Percent Number Percent

Asisan or Pacific

Islander (N = 1,898) 504 26.6% 392 86.3%
Black (N = 739) 392 53.0 295 85.3
Yispanic (N = 1,285) 494 38.4 394 87.0
White (N = 16,271) 4,125 25.4 1,242 87.3
Other (N = y61) _ 315 32.8 246 - B84.5_
TOTAL (N = 21,154) 5,831 ©27.6% 4,569 86.9%

Source: 1982-83 California Student Lxpenses and Resources Survey, California
Student Aid Commission.

PARENTAL INCOME

Fifty-six percent of financially dependent students who applied for Guuranteed
Student Loans had parents with incomes under $12,000, compared to only 16
percent whose parents made over $60,000. As can be seen from Table 13, the

percentage of dependent st.dents who apply for loans drops consistently as
family income increases.

With the recent federal incowe ceiling for subsidized loans set at $30,000,
students from families with incomes above this level had to demonstrate
financial need in ordexr to obtain their loams. Although 81 percent of these
students did obtain them, .a lower percentage of students who applied from
families with incomes over $36,000 were able to obtain locans, undoubtedly
because they did not show financial need.

Among financially independent or self-supporting students, 24 percent applied
for loans, and 89 percent received then.

PARENTAL CONTRIBUTIONS

Half of the loan applicants ~-- both financially dependent and independent
students -- reported receiving no financial assistance from their parents
for cducational expenses (Table 14), with these expenses defined as tuition
and fees, books and supplies, board and room away from home during the
academic year, transportation to and from campus, and other expenses necessary
for attendance. The other half were divided equally between those receiving
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TABLE 13 Parental Income of California Guaranteed Student Loan
Applicants, 1982-83

Sample Who , . Applicants Who
Applied for Loans Received Loans
Income Level Number Percent Number Percent .

Under $12,000 (N = 1,510) 839 55.6% 674 89.6%
$12,000-$23,999 (N = 2,239) 961 42.9 774 9l1.1
$24,000-$35,999 (N = 2,827) 948 ' 33.5 756 88.9
$36,000-$47,999 (N = 1,620) 530 32.0 401 82.5
$48,000-559,000 (N = 1,267) 376 - 29.7 274 79.0
$50,000 or More (N = 2,014) 33 16.4 222 . 72.1

Independent Students 1,962 -24.3% 1,561 89.3%

(N = 8,090)

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

TABLE 14 Parental Contribution to Education of California
Guaraiiteed Student Loan Applicants, 1982-83

Applicants Who Applicants Who Did Total
Received Loans = Not Receive Loans , Applicants
Amount Number Percent Number Percent Number Percent
Nothing 2,343 44.7% 270 5.2% 2,613 49.9%
Under $225 302 5.8 42 s 8 344 6.6
§225 - $449 215 4.1 32 0.6 247 4.7
$450 - $899 306 5.8 28 0.5 332 6.3
$900 - $§1,79¢ 338 6.4 53 1.0 391 7.5
$§1,800 - $2,699 242 4.6 50 1.0 292 5.6
$2,700 - $4,499 292 5.6 71 1.4 363 6.9
$4,500 - $6,749 197 3.8 55 1.0 252 4.8
$6,750 - $8,999 125 2.4 27 0.5 152 2.9
$9,000 Plus 203 3.9 52 1.0 255 4.9
TOTAL 4,561 87.0% 680 13.0% 5,241 106.0%
Source: 1982-83 California Student Expenses and Resources Survey, California »
Student Aid Commission.
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less than $1,800 from their parents and those receiving wore. The students
receiving any aid from their parents differed greatly by segment, ranging
from a low of only 24 percent at Community Colleges to 42 percent at propri-
etary schools, 47 percent at the California State University, 60 percent at
independent institutions, and 62 percent at the University of California.

APPLICANT INCOME

Eleven percent of the applicants (or their spouses, if married) had no
taxable income in the 1982-83 academic year, while 56 percent earned under
$6,000, and the remaining 34 percent earned over $6,000 (Table 15). Five
percent of the applicants earned $24,000 or more,. and 2.6 percent earned
over $32,000. '

TABLE 15 Total Income of California Guaranteed Student Loan
Applicants, 1982-83

Appiicants Who Applicants Who Did Total
Received Loans Not Receive Loans Applicants
Amount Number Percent Number Percent Number Percent

Nothing 476 9.0% 79 1.5% 555 "'10.5%
Under $1,000 326 6.2 51 1.0 377 7.1
$1,000 - $1,999 709 13.4 102 1.9 811 15.4
$2,000 - $2,999 504 9.6 80 1.5 584 11.1
$3,000 - $5,999 1,020 19.3 153 2.9 1,173 22.2
$6,000 - $11,999 843 16.0 117 2.2 960 18.2
$12,000 - $17,999 284 5.4 38 0.7 322 6.1
$18,000 - $23,999 198 3.8 18 0.3 216 .1
$24,000 - $31,999 121 -2.3 18 0.3 139 .6
$32,000 or More 104 2.0 _ 3 0.6 138 2.6
TOTAL 4,585 86.9% 690 13.1% 5,275 100.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student -Aid Commission.

\
R

STUDENT CONTRIBUTION

As Table 16 shows, nearly 11 percent of the applicants made no direct finan-
cial contribution to their educational expenses, but 56 percent pa.d up to
$2,700, and the remaining 34 percent paid more.
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TABLE 16 Contribution to Their Own Education of California
Guaranteed Student Loan Appiicants, 1982-83

Applicants Who  Applicants Who Did Total
Received:-Loans Not Receive Loans Applicants
Amount Number Percent Number Percent Number Percent

Nothing 484 9.2% 70 1.3% 554 10.6%
Under $225 273 5.2 42 0.8 315 6.0
$§225 - $449 356 6.8 73 1.4 429 8.2
$450 - $899 - 568 10.8 78 1.5 646 12.3
§9n0 - $1,799 751 14.5 116 2.2 877 16.7
$1,800 - §2,699 567 10.8 77 1.5 644 12.3
$2,700 - $4,499 627 12.0 95 1.8 722 13.8
$4,500 - $6,749 409 .8 55 1.1 464 8.9
$6,750 - $8,999 171 .3 26 0.5 197 3.8
$9,000 Plus __ 339 .5 51 1.0 390 7.4
TOTAL 4,555 87.0% 683 13.0% 5,238 100.0%

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.

OTHER AID

Over half of the applicants applied for other forms of financial aid beyond
Guaranteed Student Loans (Table 17). Fifty-seven percent applied for, and

TABLE 17 California Guaranteed Student Loan Applicants Who
Applied for Other Forms of Financial Aid, 1982-83

Applicants Who Applicants Who Applicants Who
Applied for Applied for Applied for
Pell Grants Cal Grants Institutional Aid
Status Number Percent Number Percent Number Percent
Applied for
Other Aid 2,779 52.9% 2,310 43.9% 2,967 56.5%
Received
Other Aid 1,439 27.4 998 19.0 2,004 38.1
Had Not Heard 177 3.4 187 3.6 144 2.7

Source: 1982-83 California Student Expenses and Resources Survey, California
Student Aid Commission.




38 percent received some form of institutional financial aid, as did 53 and
27 percent for federal Pell Grants and 44 and 19 percent for Cal Grants. As
Table 18 shows, 63 percent of all applicants r ceived scholarship or grant
assistance. Sixteen percent received less than $1,000; 27 percent between
$1,000 and $2,000; and 20 percent, more than $3,000.

TABLE 18 Current-Year Scholarship or Grant Assistance of
California Guaranteed Student Loan Applicants, 1982-83

Amount Number Percent
Nothing 1,941 37.0%
Under $200 152- 2.9
$200 - $499 231 | 4.4
$500 - $999 456 .7
$1.000 - $1,999 877 16.7
$2,000 - $2,999 560 10.7
$3,000 - $3,999 377 7.2
$4,000 - $5, ‘99 377 7.2
$6,000 -~ $7,999 184 3.5
$8,000 or More ___ 89 1.7
TOTAL 5,244 100.0%

Source: 1982-83 California Student Expenses and
Resources Survey, California Student Aid
Commission.

AMOUNT OF LOANS

Although 13 percent of the students who applied for Guaranteed Studeat Loans
were unsuccessful in obtaining them, only 8 percent reported receiving no
edu~ational loans from any source (Table 19). Twenty-two percent borrowed
up to $2,000; 40 percent borrowed between $2,000 and $3,000; 30 percent
borrowed $3,000 or more; and 3 percent borrowed $8,000 or more.

LOAN DEBTS

Thirty-eight percent of the Guaranteed Student Loan applicants had no educa-
tional loan debts from prior years, but the remaining 62 percent were already
indebted -- 14 percent for under $2,000, 31 percent from $2,000 to $6,000, 9
percent from $6,000 to $10,000, and another 9 percent for $10,000 or moi.
(Table 20).



TABLE 19 Anount of Loans From All Sources of California
Guaranteed Student Loan Applicants, 1982-83

Amount .. Number - " Percent
Nothing 443 8.4% e
Under $200 78 1.5
$200 - $499 134 2.5
$500 - $999 183 3.5
$1,000 - $1,999 753 14.3
$2,000 - $2,999 2,119 40.3
$3,000 - $3,999 462 8.8
$4,000 - $5,999 . 718 13.6
$6,000 - $7,999 212 4.0
$8,000 or More __162 3.1
TOTAL 5,264 100.0%

Source: 1982-83 California Stﬁdent Expenses and
Resources Survey, California Student Aid
Commission.

TABLE 20 Prior Years'’ Educational Loan Debt of California
Guaranteed Student Loan Applicants, 1982-83

Amount Number " Percent
Nothing 1,975 37.6%
Under $500 178 .4
$500 - $999 ' 133 .5
$1,000 - $1,499 179 3.4
$1,500 - $1,999 224 .3
$2,000 - $3,999 958 | 18.2
$4,000 - $5,999 666 12.7
$6,000 - $7,999 - 318 6.0
$8,000 - $9,999 148 2.8
$10,000 or More 479 9.1
TOTAL 5,258 100.0%

Scurce: 1982~83 California Student Expenses and
Resources Survey, Californi-s Student Aid
Commission.
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CONCLUSIONS

Several facts stand out as ﬁarticularly noteworthy from these data gathered
by the California Student Aid Commission:

First, very little loan discrimination appears to exist ageinst any group of
students. The only exceptions of any magnitude to the overall 87 perceat
acceptance rate for Guaranteed Student Loan applicants were two: (1) half-
time undergraduates -~ only 80 percent of whom obtained loans, compared to
86 percent of full-time undergraduate and. 92 percent of graduate students --
and (2) Community College students, whose acceptance rate was only 76 percent,
compared to 90 and 88 percent, respectively, of independent and proprietary
institution students. The reasons for this latter difference are unclear,
since lender policies are less restrictive for Community College students
than for proprietary school students. One reason may be that Community
College students require smaller loans than other students and these loans
are less attractive to lenders, since small loans are just as costly to
administer as large loans. Small loans also lower the lender's average
indebtedness figure that is taken into comnsideration when the lender sells
student-loan portfolios to the secondary market. Another likely reason’is
that at the time of the 1982-83 survey, one of California's largest lenders
had temporarily stopped making loans to students at certain Community Colleges
because of the high default rates among their students.

Second, the percentage of students applying for Guaranteed Student Loans
differs substantially among the segments -- from 54 percent at California's
proprietary schools and 40 percent at independent institutions down to 30
percent at the University of California, 19 percent at the State University,
and 5 percent at the Community Colleges. The reason, of course, is that
proprietary and independent institutions charge students a higher amount
than do public institutions.

Third, approximately 40 percent of the students attending independent insti-
tutions and the University of California receive no parental financial
support for their education -- despite the tact that many students in these
two segments often come from affluent families. Some of these families may
he using Guaranteed Student Loans to replace their own financial assistance
for their children's education. Alternatively, many of the borrowers in
these institutions are self-supporting graduate students and thus would not
be expected to receive parental support.

Fourth, less than one-fourth of California's postbaccalaureate students
apply for Guaranteed Student Loans ~- a much lower percentage than in some
other states such as New York, where 61 percent apply. In recent years,
some legislators have advocated raicing fees for graduate and professional
students in Califurnia's public universities. If this should occur, the
demand for Guaranteed Student lLoans among California's graduate students
would increase considerably and would, in turn, increase studen. debt levels.

Finally, and perhaps most significantly, nearly one«fourth of California's
freshmen apply for Guaranteed Student Loans -- virtuaily the same fraction
as master's degree and doctoral students. If these freshmen find it necessary

ot
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to continue to borrow through all four years of college, they will graduate
with very high debt levels -- the topic of the next section of this report.

Figures 1 and 2 proide information on the percent of undergraduate students
in various loan-amount categories for each segment for full-time students
and part-time students. In both cases, as the overall cost of attendance
increases, so does the dependence on loans. For example, while over 70
percent of full-time Community College students had no loans, only 38 percent
of full-time independent institution students did not borrow. Over four
times as many full-time independent institution students borrowed $2,000 as-
did full-time Community College students. '

for part-time students, the pattern of increasing use of loans as the overall
cost of attendance is also apparent; although overall a smaller proportion
of part-time students in each segment borrowed than did full-time students.
Again, independent institution part-time students were significantly more
dependent on loans than were part-time students in the three public segments.
Only one .n five Community College and State University students and one in
three University of California part-time students borrowed, compared to
nearly half of the independent institution part-time students. Furthermore,
over three-quarters of the independent institution students who borrowed in
1982-83 borrowed more than $2,000, compared to less than half of the Univer-
sity's part-time borrowers and only about a quarter of State University and
Community College borrowers.

FIGURE 1 Percent of Full-Time Students 1in Each Loan Amount
Category by Segment, 1982-83
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Source: California Postsecondary Education Commission Weights, Student
Expenses and Resources Survey.
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FIGURE 2 Percent of Part-Time Students in Each Loan Amnount
Category by Segment, 1982-83
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Source: California Postsecondary Education Commission Weights, Student
Expenses and Resources Survey.

Table 21 provides information on average loan amounts of students who borrowed
in 1982-83. For that single year, these amounts ranged from nearly $1,400

for dependent part-time State University students to $3,600 for dependent

part-time students at independent institutions.

TABLE 21 Average Loan Amount of Undergraduate Students who
Berrowed in Each Segment, by Credit Load and
Dependency Status, 1982-83

Full-time Part-Time
Segment Dependent Independent Dependent Independent
California Community Colleges $1,376 $1,684 $ 750 $1,753
The California State University 1,558 2,096 1,183 1,750
University of California 1,821 2,346 1,619 2,169
Independent Instituticns 2,500 3,300 3,600 3,025

Source: California Postsecondary Education Commission from California
Student Aid Commission Student Expense and Re-ources Survey.
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The implic#tions of these amounts for students who may have to borrow more
than once, or even throughout their college careers are serious. For exampie,
a full-time Community College student who uses loans to finance a two-year
program could be faced with as much as $3,400 in indebtedness. If that
student plans to centinue his or her schooling, that indebtedness could
increase another $3,000 to $6,600 and, assuming completion of the baccalaureate
in four years, could total $6,400 to $10,000.

Although part-time students' average loans are somewhat smaller than those
of full-time students, they could face even greater loan obligations at the
end of a program than a full-time student. For example, a student who
attends three-quarters time would need an extra half year to complete a
two-year program and would require at least five years to complete the
requirements for a baccalaureate degree. Thus, a part-time Community College
student in a two-year program could still be faced with $2,000 to $4,000 in
loan obligations, while a student who completes his or her education on a
part-time basis at a four-year institution could be faced with an additional
loan obligation of anywhere from $3,000 to $9,000, depending on the type of
four-year institution attended.
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THREE

STUDENT DEBT IN CALIFORNIA

Clearly, California students are willing to go into debt in ¢rder to finance
their educations, and loans have become an increasingly important source of
this financing. Nonetheless, the increasing use of borrowing by some students
to finance their educations raises questions about the total accumulated
indebtedness of students and the effects ‘it has on their ability to continue
their education, choose among career options, and participate fully in
California's economy.

DEBT BURDENS *

The Commission's 1984 report, Meeting the Costs of Attending College, examined
the relationship of the four major sources of support for students attending
college: parental contributions, student contributions (from work earnings
and savings), financial aid grants, and loans. Table 22 illustrates the
average amount of financial support from each of these sources for three
categories of full-time dependent students and the largest category of
full-time independent students. For all of these students, it is clear that »
as the costs of education increase, the dollar amount borrowed increases of
the full-time students who depend on support from their fawilies, the depen-
dency on loans decrease: as family income rises. This is because the resources
available from the poorest of these students and their parents, even when
supplemented by grant aid, still leave a 15-20 percent gap between costs and
resources. Even so, on the average, dependent studerits in all income cate-~
gories appear to maximize their use of non-loan resources to finance their
educations. Independent students with incomes under $12,000 are somewhat
more dependent on loans, with loans making up 22 to 30 percent of their
resources. Finally, it does not appear that loans are the primary source
for covering the choice of a higher-cost institution. For t!'e lowest-income
dependent student, the single largest resource for financing the cost differ-~
ential between any two segments is grant aid. For middle-income students,
it is parents (at the University and State University) and grant: (at inde-~
pendent colleges), and for the highest-income s.udents, parents provide tle
additional resources to attend a higher-cost institution. Even for independent
students, except for those who choose the State University over a Community
College, grant aid, not loan uid, covered the majority of the additional
costs in 1982-83. For those State University students, loans were the
single largest source of funds to cover their higher costs. With the growing
use of loans, increasing costs of education, and the declining ability of
grants to cover those costs, the picture just defcribed may be changing.
Nonetheless, it appears that, on the average, students, their families, and
institutional aid administrators are attempting to keep indebtedness down by
making maximum use of other funding sources to cover the costs of education.




TABLE 22 Average Amount of Financial Support for Full-Time
Students in Various Income Categories, by Source

Category
of Students

FINANCIALLY

of Support, 1982-83
California Independent
Community The California University Colleges and
Colleges State University of California Universities

Dollar Percent

Dollar Percent

Dollar Percent

DEPENDENT STUDENTS*

Family Income
Under $12,000
Loan
Grant
Parent
Student
Total

Family Income

Between $24,000

and $35,999
Loan
Grant
Parent
Student
Total

Family Income
Over $60,000
Loan
Grant
Parent
Student
Total

FINANCIALLY

INDEPENDENT STUDENTS*

Student Income
Under $12,000

Loan
Crant
Parent
Student
Total

$ 444 14.7%
697 23.1
739  24.5

1,137 37.7
$3,017

$ 404 15.4%

73 2.8

944 35.9

1,206  45.9
$2,627

$ 134 4,5%

9 0.3

2,019 67.7

820 27.5
$2,982

$ 949 22,2
700 16.4
269 6.3

2,358 55.1
$4,276

$ 846 19.1%
1,246 28.1
688 15.5
1,649 37.2
$4,429
$ 558 13.8%
253 6.2
1,652 40.7
1,591 39.2
$4,054
$ 240  5.0%
49 1.0
3,285 67.8
1,273 26.3
$4,847
$1,647  27.1%
1,071 20.1
207 3.9
2,608 48.9
$5,333

*Using federal definition of dependence.

Source:

and Resources Survey.

Dollar Percent

$ 990 15.9%
2,385 38.3
1,040 16.7
1,812 29.1

$6,227

$ 782 13.5%

622 10.7
2,546 43.9
1,851 31.9

$5,801

$ 373 5.9%

112 1.8
4,450 70.4
1,390 22.0

$6,325

$1,990  30.2%
1,857 28.1

264 3.7
2,509 38.0

$6,600

$ 1,963 21.2%
3,974 42.8
1,658 17.9
1,682 18.1

$ 9,277

$ 1,833  18.4%
2,982 29.9
3,316 33.3
1,835 18.4

$ 9,966

$ 926  8.7%

518 4.9
7,740 72.8
1,452 13.7

$10,634

$ 2,898 28.2%
3,824 37.2

314 3.1
3,234 31.5

$10,270

California Postsecondary Education Commission Weights, Student Expenses
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Currently available data do not permit accurate determination of the actual
cumulative debt burdens for Guarunteed Student Loan borrowers in California.
Data from the tables on page 24 show that 40 percent of the Guaranteed
Student Loan applicants who responded to the 1982-83 Student Expenses and
Resources Survey borrowed between $2,000 and $2,999 that year. Almost 31
percent of the applicant group had already borrowed between $2,000 and
$3,999 to finance earlier years of their education, and an additional 18
percent had already borrowed more than $6,000.

Information from the Student Aid Commission on the accumulated Guaranteed
Student Loan debt of borrowers illustrates the increasing dependence on this
source of financial aid. Although the vast majority of both borrowers still
in school and those who have started to repay their loans have total Guaranteed
Student Loan obligations of $§5,000 or less (Table 23), those still in school
are accrmulating more indebtedness. While nearly 90 percent of the repayers
owed $5,000 or less, only 80 percent of borrowers still in school- have debts
this small. Proportionately, nearly three times as many currently enrolled
borrowers have debts totaling more than $15,000 as do repayers (5.1 percent,
compared to 1.6 percent). Furthermore, average indebcedness for currently
enrolled borrowers is anywhere from 5 to 9 percent higher in four of the six
loan categories illustrated in Table 23 than it is for repayers.

While these aggregate figures document increasing dependence on the Guaranteed
Student Loan program, they do unot show the potential effects on individual
students. The following eight case examples, based on average 1982-83 loans

TABLE 23 Guaranteed Stude:. Lo~n Indebtedness of Currentlg'
Enrolled Borrowers and Repayers as of June 30, 1984

Currently
Indebtedness Enrolled Borrowers . Repayers

Total Borrowed:

$ 0~ $ 2,500 56.4% 63.4%

$ 2,501 - § 5,000 23.7 26.2

$ 5,001 - § 7,500 ) S 5.2

$ 7,501 - $10,000 L4 3.6

$§10,001 - $15,000 1.6 1.4

Over $15,000 1.5 0.2
Average Borrowed:

S 0 - $ 2,500 $ 2,291 $ 2,180

$ 2,501 - § 5,000 4,592 4,201

$ 5,001 - § 7,500 6,790 6,447

$ 7,501 - $10,000 9,381 9,368

$10,0G1 - $15,000 13,485 13,446

Over $15,000 19,356 18,439

Source: Califoruia Postsecondary Education Commission from California
Student Aid Commission data.
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or on maximum allowable undergraduate loans (if less) illustrate the possible
effects of students' repayment obligations. Each of them involves borrowing
only under the Guaranteed Student Loan program, despite the¢ fact that many

Guaranteed Student Loan borrowers also borrow from other federal, family, or
institutional sources. Thus they are probably conservative illustrations of
potential loan obligations for students who borrow from several sources.

Example 1: A financially independent Community College student who started
a full-time two-year program in 1982-83 and completed it at the end of
1983-84, and who borrowed $4,425 to finance both years' costs, will repay a
total of $6,726.44 over 120 months with nionthly payments of $56.05.

Example 2: A State University student who started his or her education at a
Community College in 1980-81, transferred to the State University in 1982-83,
and borrowed the maximum amount for undergraduates to cover the- costs of
these final two years, would pay a total of $6,966.50, or $58.05 each month
for ten years to repay the $5,000 loan.

Example 3: A University of California student who started his or her baccalau-
reate program in 1979-80, completed it in 1982-~83, and remained at the
University to complete an MBA in 1983-84, and who borrowed every year except
the freshman year would have borrowed $10,397 and owe $14,486.14, with
monthly payments of $120.72 over 120 months.

Example 4: An independent college student who started his or her baccalaureate
program in 1980-81 and completed it in 1983-84, borrowing all four years,
would have received $10,000 and have to repay $13,933 20 over ten years at
$116.11 a month.

Example 5: A student who borrowed to finance his or her final two years at
the State University during 1982-83 and 1983-84 and who has enrolled in law
school at an independent coliege, planning to borrow the maximum $5,000 loan
allowed graduat. students for all three years of law school, will owe $30,402
on the $20,000 loan, and will have to repay $253.35 every month for ten
years.

Example 6: A student who borrowed to finance his or her final two years
during 1982-83 and 1983-84) at an independent college and borrows the average
amount at the University each of the next four years to complete an academic
doctoral program would end up with a total loan of $10,974; a total payment
for principal and interest of $16,681.58; and monthly payments of $139.04
over 120 months.

Example 7: A student who enrolled three-quarter's time in a three-year
program in a proprietary school, beginning in 1980-81 and finishing in
1983-84, and who borrowed all four years would have a loan of $9,724, and
would owe $£§,548.45 in principal and interest, to be paid back at §$112.90 a
month over 120 months.

Example 8: A student who enrolls full-time as a freshmsn in a four-year
institution in 1984-85 and anticipates borrowing $20,000 for both undergrad-
uate and graduate studies at the same institution will graduate owing
$29,119.20, to be repaid at a monthly rate of $242.65 for ten years.
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REPAYMENT PROVISIONS

The Guaranteed Student Loan Program sti.rts charging interest and requires
repayment to begin within six months after completing school, dropping out,
or enrolling less than half time. It limits the repayment period to ten
years, except under special circumstances, and it requires a winimum paymen.
of $50 per month, or $600 per year. Thus for students with loans of less
than $3,000, the repayment period is six years or less. Currently, it
requires payment of equal moathly installments toward - retiring the loan and
accrued interest.

Table 24 lists repayment schedules and amounts on loans between $1,000 and

$25,000, based on 8 percent annual interest. It is clear from this table

that students who borrow from $7,500 to $25,000 under the Guaranteed Stucdent
Loan Program to finance their educations have undertaken an obligation of

between $90.99 and $303.31 a month for each of 120 months. Those students

who horrow under the program but do not achieve their educational objective

may have a particularly hard time repaying the loan for two reasons == one

economic, and the other attitudinal: (1) They may not realize the salary

benefits of additional education; and (2) they may feel little obligation to
repay a loan that they believe has bought them nothing. Defaults among such
students may be more easy to understand than aumong borrowers who simply feel
no obligation to repay their loans because they can get away with it. Of

those students who fail to repay, no informc¢tion is available on how many

fall into each category.

TABLE 24 Sample Repayments for California Guaranteed Student Loans

Loan Monthly Number of Total Principal and
Amount Payment Months . Interest Repayment
$ 1,000 $ 51.19 21 $ 1,074.99
$ 2,500 50.69 60 ~3,041.40
$ 3,000 52.60 72 3,787.20
$ 5,000 60.66 - 120 7,279.20
$ 7,500 90.99 120 10,918.80
$10,000 121.33 120 14,559.60
$12,500 151.66 120 18,199.20
$15,000 181.99 ' 120 21,838.80
$§20,000 242.65 .120 29,118.00
$25,000 303.31 120 36,397.20

Note: Figures assume 8 percent annual interest over a ten-year repaymeut
period, unless the minimum monthly payment of $50 would repay the
loan earlier.

Source: California Student Aid Commission.
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MANAGING REPAYMENT

The previous examples and facts about loan repayment, in combination with
research on debt management, can help shed some light on the manageability
of loan obligations for students at various degree levels and incomes. As

the preceding discussion illustrates, most California borrowers, however,

have relatively low accumulated debt. Their growing dependency on boriowing
requires an understanding of the manageability of larger and larger levels

of student debt

In February 1984, the Education:l Testing Service published Student Loan

Limits: Estimating Manageable Student Loan Limits for the Class Graduating
in 1984 and the Class Entering in 1985 by Dwight Horch. In that report,

Horch sought to answer two important questions: (1) How much can students
borrow and comfortably repay from future income in the absence of flexible
repayment options =- that is, given the current ten-year equal monthly

installment plan; and (2) "What would the manageable loan limit be for

students under ten and fifteen-year graduated repayment plans, with annual
repayment increasing each year in step with income?"

Horch defined "marageable' repayment as the proportion of borrowers' estimated
incomes available for "other consumption' expenditures -- such as education,
recreation, and miscellaneous expenditures =-- after food, housing, transpor-
tation, clothing, personal care, medical care, gifts, contributions and
insurance are factored out of total consumption. Based on Bureau of Labor
Statistics standards for "other consumption," he estimated that students can
manage to contribute from 5.8 to 9.0 percent of their after-tax income
toward repaying their student loans, depending on their income level.
(Other researchers who have also examined the issue of manageable debt
burdens have suggested that what is manageable ranges from 3 percent to 15
percent of before-tax income.) Given these annual ‘repayment capacities,
Horch calculated that, with the exception of medical students, graduaces
completing their bachelor's, masters, and doctor's degree programs in 1984
could not reasonably be expected to comfortably repay their loan obligations
under current repayment provisions.*

*A number of caveats are necessary to fully understand the results of Hdorch's
study: First, estimates of manageable loans are made for groups of people
based on median incomes of full-time employees. Any individual in a group
may earn more or less than the median and be able to accommodate a different
level of loan obligation than Is illustrated here. Second, the budgets
used in this study are those for families with two children and only a

"single employed adult. Third, the study assumed only one individual's
debts are to be repaid in each family. Fourth and finally, the study
assumed that the rate of income growth in variour employment fields and for
students with different educational levels would not vary over time.
Although some of these assumptions will not hold true for all individuals
in any single group, the results are useful for identifying potential
issues relating to debt burdens and repayment p.ovisions and in illustrating
a useful analytic approach to assessing the implications of changes in loan
limits.
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Tables 25 and 26 compare the maximum these students were eligible to borrow
with Horch's estimates of manageable loan limits as of 1984 and 1989, based
on the assumption of higher starting salaries in 1989 than in 1984. As can
be »een, even in 1989, only medical students would be able to repay their
maximum loans within ten years. Even when degree levels are broken out by
field, few students would be able to repay loanc near the maximum, with only
engineers and computer scientists with bachelors' degrees estimated to be
able to repay the maximum $12,500 debts allowed undergraduates.

Allowing for graduated repayments over time would significantly increase the
manageable loan obligation for students at all academic levels, as Tables 25
and 26 show. Graduating repayments over ten years would increase theoretically

{

TABLE 25 Maximum Loan Eligibility and Current and Projected
Theoretical Manageable Student Loans for Students
Graduating in the Class of 1984

Projected Theoretical
Maximum Loan Current Theoretical Graduated Repayment Options

Degree Eligibiiity Manageable Loan 10-Year 15-Year
Bachelor's $12,500 $ 5,000 $ 8,500 $13,500
Master's 25,000 6,500 11,000 18,000
M.B.A. 25,000 10,000 16,000 " 26,000
Law 25,000 8,500 17,500 ' 29,500
Doctorate 25,000 10,000 14,000 22,500
Medicine 25,000 30,500 49,000 80,000

Source: Horch, 1984, p. 21.

TABLE 26 Maximum Loan Eligibility and Current and Projected
Theoretical Manageable Student Loans for Studeats
Graduating in the Class of 1989

Projected Theoretical
Maximum Loan Current Theoretical Graduated Repayment Options

Degree Eligibility Manageable Loan 10-Year 15-Year
Bachelor's $12,500 $ 6,500 $10,000 $16,500
Master's 25,000 7,000 12,500 20,000
M.B.A. 25,000 11,000 18,000 29,000
Law 25,000 10,000 20,000 34,000
Doctorate 25,000 12,000 17,000 27,000
Medicine 25,000 37,000 61,000 100,000

Source: Horch, 1984, p. 21.
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manageable lcan limits of 1784 degree recipients from 40 percent to 100
percent. Extending the repayment period another five years would have an
even more dramatic effect -- at least doubling and in one case tripling
manageable loan limits over current provisions. Similar patterns exist for
students completing their degree programs in 1989, although a 15-year gradu-
ated repayment option would increase their theoretical managesble loan at
least two and a half times.

Although the preceding analysis focused on theoretical manageable loan
limits for various groups of degree recip.ents, there are wide variations
within each group. For example, most bachelor students graduating in 1989
will be able to manage about half as much loan obligation under any of the
repayment options as either engineers or computer scientists with bachelor's
degrees earned that same year. A similar pattern exists 'at the master's
level, with "religious workers'" estimated to be able to manage half or less
the loan obligation of accountants. Doctoral degree students who plan to
become postsecondary education faculty members have theoretically manageable
loan limits under any of the options of at least 15 percent less than those
who plan to get their doyctorates in the social sciences or humanities but
who do not plan to become professors.

CREDIT ELIGIBILITY

Another way of viewing the issue of debt burden is to examine the ability of
recent graduates with student loan obligations to obtain other credit, such
as bank credit cards, automobile loans, or home loans. Ameritrust, a lender
in Ohio, has developed unpublished examples of credit eligibility for recent
bachelor's ard master's degree recipients, based on the following requirements:

¢ To obtain a bank card, an Ameritrust customer must have an annual income
of $15,000 and a ratio of debts to income of less than 35 percent.

e For an auto loan, income must be at least $8,400 and total debt must be
less than 40 percent of income.

¢ For a home lvan, no minimum income is required, but total debt may not be
more than 35 percent of income, and housing expi.ases must not exceed 27
percent of income.

Using average salary figures from a March 1984 College Placement Council
Salary Survey of $1,883 a month for bachelor's degree recipients and $2,295
for master': degree recipients ($22,600 and $27,500 a year, respectively),
Table 27 shows that average recent bachelor's and master's degree graduates
can probably qualify for a bank credit card with little difficulty, but
neither would qualify for a $7,500 automobile loan with payments of $202 a
month. The bachelor's degree recipient would be allowed car payments of
only $132 per month, while the master's degree recipient would be limited to
$160 a month.

16
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TABLE 27 Credit Eligibility for Recent Bachelcr's Degree and
Master’s Degree Recipients

Expenses as a Total Expelises as
Expenses Percent of Income a Percent of Income
Bachelor Master Bachelor Master Bachelor Master
Student Loan a b
Repayment $121 $258 6% 11% 6% 11%
Rent 350 350 19 15 25 26
Credit Cards 150 150 8 7 33 33
Auto Loan® 202 202 11 9 44 42

Assumes a $10,000 loan at 8 percent interest repaid over ten years.

b. Assumes $18,500 in student loans, some at 8 perceut (Guaranteéd Student
Loan) and some at 12 percent (PLUS).

c. Assumes a §7,500 loan at 13 percent interest repaid over four years.

Source: California Postsecondary Education Commission staff calculation from
March 1984 College Placement Council Salary Survey as reported by
Ameritrust.

Neither graduate would be eligible to purchase a house under Ameritrust's
credit eligibility requirements. The purchase of a $60,000 house at 13.5
percent with a 20 percent down payment would require monthly mortgage insurance
and tax payments of $640. For the bachelor's recipient, this would represent
almost all the allowable debt under Ameritrust's policies (34 percent) and
exceed the amount it allows for housing debt by over 25 percent. While the
recent master's degree recipient might be able to manage that level of
housing debt (about 28 percent), the combination of the housing loan payments
and educational loan payments would total nearly $700 a month, or 30 percent
of total income. Furthermore, none of these calculations include income tax
obligations, which would represent another 18 and 20 percent of income,
respectively.

These examples illustrate that students with large loan indebtedness will
typically have to postpone major purchases for at least a time after entering
the work force, and that the funds needed to repay student loans -- $14,500
for the bachelor's recipient and $31,000 for the master's recipient -- could
instead establish the resource base for major purchases sich as an automobile,
home, or a child's education. Clearly, college graduates with substantial
student loan obligations will not be able to borrow extensively for such
purchases in the first years after finishing school. The impact of this
increasingly common set. of circumstances has major implications for the
overall health of the economy.
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STEPS FOR KEEPING DEBT BURDENS MANAGEAELE

Some might argue that the preceding analysis lecads to the conclusion that
current maximum student loan limits should be reduced or else retained only
for certain high-income fields of study like medicine or computer science.
Given the current costs of education, however, the current loan maximums do
not seem unreasonable. For students attending four years at most independent
colleges, a maximum Guaranteed Student Loan each year would cover something
less than a quarter of their costs. If loan limits were reduced, students
would have to make up the difference from other aid sources, Grant funds
are unlikeiy to increase enough to reduce depenaence on loans significantly.
For example, increasing Cal Grant funds by $100 million would more than
double those grant funds, yet represent less than one-sixth of Guaranteed
Student Loan borrowing -- or about $400 on a maximum $2,500 loan. Moreover,
many if not most students already work to help cover part of the costs of
their education. Although several studi>»s have shown that working, partic-
ularly on or near campus, actually improves persistence for some students,
it would appear that, at some point, requiring full-time students to work
more and more hours could result in diminishing educational returns.

Moreover, it does not appear wise to set maximum loan limits on the basis of
students' academic majors. Fields of study are only partly related to
career fields and future income levels. To impose loan limits in particular
fields would restrict some students' abilities to pursue their chosen disci-
plines and encourage them intc particular degree programs or careers simply
to finance their educations.

Even without changing he maximum loan limits, however, three important steps
can be taken to keep debt burdens manageable: (1) better counseling, (2)

modification in repayment provisions, and (3) basing eligibility on demon-

strated need. These are discussed in detail in Part Six.



FOUR

LOAN DEFAULT ISSUES IN CALIFORNIA

The three previous parts of this report have described what is known about

the characteristics of California's Guaranteed Student Loan borrowers, their
use of these loans to finance their education, and the implications of their
indebtedness for their education and careers. This part focuses on perhaps

the most controversial issue related to Guaranteed Student Loans: defaults,
Defaults represented only 17 percent of total federal costs to support the

Guaranteed Student Loan Program in 1983, as. Table 28 shows, but they damage

the credibility of the program and thereby undermine support for it among

both the public and federal and state pol1cy makers.

This part of the report explains the termlnology of default, compares Cali-
fornia's default rates with those of other states, both as a whole and for
particular educational sectors, and projects likely default rates for Cali-
fornia in the foreseeable future. It then examines the relations of these
default levels and growth rates to loan volume and the length of California's
participation in the Guaranteed Student Loan ‘Program. It next discusses .
what is known about California institutions, lenders, and students with high
default rates; what has rast been known about them; and why. Finally, it
reviews factors related to defaults in California and other states and at
the federal level.

THE TERMINOLOGY OF DEFAULT

To understand the issue of defaults requires agreement on the meaning of
"defaults" and "default rates."

TABLE 28 Default Payments Compared tc Other Program Costs, 1983

Share of
Program Costs Dollars Total Costs
Interest Subsidies $1,264,000,000 43%
Special Allowance Payments to Lenders 1,072,000,000 37
. Defaults 486,000,000 17
Bankruptcy, Death, or Disability 33,000,000 1
Guarantee Agency Administrative Cost Allo' ances 49,000,000 2
TOTAL $2,924,000,000 100%

Source: California Postsecondary Education Commission staff calculations
from U.S. Department of Education data.

ERIC 41T 4g




A loan is considered to be in default when a borrower fails to make an
installment payment when due, fails to establish a repayment plan, or violates
other terms of the loan agreement such that the Student Aid Commission can
reasonably conclude that the borrower no longer intends to repay the loan.
These conditions must exist for 120 days before the lender may file a claim.

Default claims ypaid are the dollar amounts paid to lenders, regardless of
whether they are paid in whole or in part by the federal government.

The gross default rate is the ratio of the total dollar amount of default
cla‘ms paid at any point to the total dollar amount of matured loans since
the program's inception, with matured loans being all those that are in
repayment, deferred, in default, or paid in full. This is the default rate
that should be used for policy discussions and intersegmental and interstate
comparisons, although at least two other default rates are also calculated:

e The net default rate is the ratio to total matured loans of loans on
which claims have been paid that are "still in default," in that either
arrangements have not yet been made to start repayment or the loan has
been deemed uncollectable. Thus it differs from the gross default rate
by not including loans on which claims were paid but for which repayment
started, court action has been taken, or collection is deemed impossible,
thereby reducing the default rate. Generally, state guarantee agencies
that have been in existence for a long time have noticeably lower net
default rates than gross default rates than newer agencies, since they
have had more time to establish procedures to get loans into repayment
after default, and in some cases their defaulters have had more time to
establish themselves financially to be able to repay. This net default
rate is also lower in thr,se states that litigate all defaulted loans than
in other states like Cal.fornia, since loans in litigation are not included
in its calculation. As a result, U.S. Department of Education officials
have cautioned against using the net default rate for interstate comparisons
because of the great variability in the age of state programs and in
state policies with respect to litigation and uncollectables.

e Second, the trigger default rate is the rate used to determine eligibility
for federal reinsurance paymeats on defaulted loans to state guarantee
agencies. It is calculated by dividing the dollar amount of defaulted
loans on which claims have been made during a specific foderal fiscal
year by the dollar amount ot loans in repayment at the end of the prior
federal fiscal year. This calculation starts with the numerator at zero
at the beginning of the fiscal year and increases as claims are paid
through che year. The denominator does not change, so that any state
that has defaults during the year will have a higher trigger rate at
yvear's end than it did when the fiscal year began. Page 7 above contains
an explanation of how the trigger rate determines a guarantee agency's
eligibility for federal reinsurance on default claims paid. It is difficult
if not impossible to establish direct relationships between gross default
rates and trigger default rates, and state eligibility for federal rei '-
surance. For example, iz f:deral fiscil year 1983, 13 states had gross
default rates of more than 9 percent, but only two fell to the 80 percent
federal reinsurance rate that a trigger default rate of 9 percent requires.
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DEFAULT RATES NATIONALLY AND IN CALIFORNIA

The most recent data on gross default rates available nationally is that
prepared by the Division of Policy and Program Development of the Guaranteed
Student Loan Branch of the U.S. Department of Education for periods through
September 30, 1983. The national rate was 9.25 percent, slightly lower than
California's 9.49 percent that year. Among the states, the rate ranged from
a low of 2.05 percent in South Carolina to 13.11 percent in the District of
Columbia. Table 29 shows the rates for the (2 states that accounted for 79
percent of all Guaranteed Student Loan dollars borrowed that year. As can
be seen, only one of them -- Ohio -- had a gross default rate of less than 5
percent, while seven of the 12 (including California) were over the national
average and ranged from 9.42 to 12.46 percent.

Table 29 also shows that some of the dozen states had a disproportionate
share of defaults compared to their share of matured loans. Together, the

TABLE 29 Matured Paper, DNefault Payments, and Gross Default Rates
of the Nation’s Twelve Largest Guarantee Agencies Through
September 30, 1983

Matured Paper Default Claims

Percent of Total Percent of Total Default
Dollars Matured Paper Dollars Defauylt Claims Rate

California $ 758,626,891 4.5% $ 72,012,833 4. 7% 9.49%
Connecticut 771,040,667 4.6 72,667,659 4.7 9.42
Illinois 837,500,855 5.0 84,793,213 ) 5.5 10.12
Massachusetts 1,134,371,603 6.8 65,345,481 4.3 5.76
Michigan 614,489,603 3.7 52,161,472 3.4 8.49
Minnesota 438,671,307 2.6 29,949,585 1.9 6.83
New Jersey 1,183,652,514 7.0 125,939,684 8.2 10.64
New York 3,967,087,725 23.6 455,282,259 29.7 11.48
Ohio 545,276,356 2 18,634,161 1.2 3.42
Pennsylvania 1,950,982,732 11.6 243,013,858 15.9 12.46
U.S. Aid Funds® 453,650,153 2.7 34,670,571 2.3 7.64
Wisconsin 580,346,086 _3.4 57,264,441 _3.7 9.87

Subtotal $13,235,696,492 78.7% $1,311,735,219 85.6% 9.90%

Other Guarantee

Agenciesi* $ 3,565,815,878 21.2 $ 220,800,867 14.4 6.20

. TOTAL $16,801,512,370 100.0% $1,532,536, )86 100.0% 9.12%

*A private nonprofit corporation that serves as the guarantee agency in several states.

**Other guarantee agencies are those for the other 18 states, the territories (Pacific Islands, Puerto Rico,

Virgin Islands), the District of Columbia, and a single private guarantor which guarnntﬂo loans in =«
number of states.

Source: U.S. Department of Education, Guaranteed Student Loan Branch, Division of Policy and Program

‘k \ Development.
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12 states accounted for about 7 percent more of the defaults than they did
of matured loans. California accounted for ouly slightly more defaults than
it did borrowing (4.7 percent, compared to 4.5 percent), but New York and
Pennsylvania -- the two largest participants -- had a disproportionate share
of defaults: 25 percent and 37 percent more, respectively, than their
matured loans. In contrast, Massachusetts had over a third fewer defaults
than would be expected giving its borrowing volume.

The explanation for these differences among states is not readily apparent.
''he services provided by the guarantee agencies in the 12 states to lenders,
schools, and students appear comparable in number and type according to
information from a 1983 survey of state guarantee agency activities (National
Council of Higher Education Loan Programs, 1984). Whether the differewnces
in default rates result from the effectiveness with which the activities are
implemented or from demographic or other differences among these states
cannot be determined at this time. i

DIFFERENCES AMONG INSTITUTIONS IN DEFAULT RATES

Table 30 below contains the latest statistics on loan volume and defaults
for California's five major educational sectors. It shows that four-year

PABLE 30 California Guaranteed Student Loan Program Default
Statistics by Educational Segment as of September 30,
1984
Percent of Percent
Default Qutstanding Percent of Matured Matured of
Segment Rate Loans Qutstandings Paper Paper Defaults Defaults
University
of California 4.6% $ 388,169,945 14.8% $ 165,861,658 13.3% $ 7,718,349 5.8%
California State
University 7.5 502,956,761 19.2 237,097,096 19.0 18,015,157 13.5
Comaunity
Colleges 17.8 272,631,372 10.4 161,393,153 12.9 28,754,508 21.5
Independent 6.% 798,007,767 30.5 360,967,459 28.9 24,060,757 18.0
Proprietary 21.7/ 405,265,497 15.5 212,868,298 17.1 46,266,067 34.6
Other* 8.1 250,089,352 9.6 109,847,950 8.8 8,950,476 6.7
TOTAL 10.7% $2,617,120,694 100.0% $1,248,035,614 100.0% $133,765,314 100.0%

*Other includes private two-year colleges, hospital schools, out-of-state and out-of-country iostitutions.

Sourte: falifornia Postsecondary Education Commission from California Student Aid Commission data.
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colleges and universities have many fewer defaults than would be expected,
given their share of loans. Together the University of California, the
California State University, and independent colleges ana universities
account for over 60 percent.of California's matured loans but only 37 percent
of its loan funds in default. In contrast, the Community Colleges account
for only 10 percent of the loans but 21 percent of the defaults, and -~ most
Aramatic -~ the private vocational or proprietary schools account for nearly
35 percent of the defaults, or twice their 17 percent share of matured

paper. The other 9 percent of defaults are in other schools as defined in
Table 30.

The federal government does not ask states to report loan activity and
default statistics by educational sector, although this information would be
useful in helping to isolate factors related to default. If other states
with the educational diversity of California were to exhibit similar patterns
of defaults among their educational sectors, federal and state default pre-
vention activities could logically focus on tactics particularly applicable
to community colleges and proprietary schools. In contrast, if other states
were to show patterns dissimilar to that of California, factors internal to
this State would have to be examined, including the relationship of the
Student Aid Commission to the Community Colleges and proprietary schools,
characteristics of students who default in all segments, and the role of
lenders in defaults.

DEFAULT TRENDS AND PROJECTIONS

The default rate of the California Guaranteed Student Loan Program has grown
substantially over the last four years ~-- from 1.8 percent in 1980-81 to 6.0
in 1981-82, 9.5 in 1982-83, and 10.7 in 1983-84. The Student Aid Commission,
the Auditor General and the U.S. Department of Education have all observed
that California's rate of growth is not unique: All relatively new Guaranteed
Student Loan programs experience a period of rapid growth in default rates,
for the reason that during the ezarly years of a state's participation, few
loans matured and became due for repayment. In the initial year of a state's
program, even students who borrow for their final year of schooling and
those in a single-year program have six to twelve months to begin repayment
after completing their programs. Because 1979-80 was the first meaningful
year of operation of California's program, repayments on the earliest of
those loans did not become due until late 1981 or even 1982. Loans made in
the high volume years of 1981-1984 did not go into repayment until 1982-83
at the earliest and in many cases will not go into repayment until the late
1980s. Furthermore, the loans that go into repayment first are those most
associated with high defaults -- from Community Collcges and proprietary
schools with large numbers of short-term programs and large numbers of
defaulters.

The Student Aid Commission projects that California's gross default rate
will continue to increase through 1987-88 (though more slowly than actual
default rates increased in the early 1980s, as follows:



1980-81 (actual) 1.80%

1981~82 (actual) 6.01%
1982-83 (actual) 9.49%
1983-84 (actual) - 10.71%
1984-85 (projected) 11.68%
1985-86 (projected) 12.15%
1986-87 (projected) 12.67%
1987-88 (projected) 13.12%

Despite the fact that the State's gross default rate is projected to continu-
to increase over the next three years, its '"trigger'" default rate, which is

related to current-year defaults and previous-year matured paper, is projected
to decrease over these years as follows: .

1984-85 7.32%
1985-86 : . 5.12%
1986-87 4.86%
1987-88 3.59%

If these projections prove accurate, the Student Aid Commission will be
reimbursed by the federal government for 100 percent of the default claims
it pays for the first three qQuarters of federal fiscal years 1985 and 1986,
as well as for all of 1987 and 1988. In the final quarter of 1985 and 1986,
however, federal reimbursements will drop to 90 pefcent of Califormia's
default claims. :

These projections suggest that the integrity of California's Guaranteed Loan
Reserve Fund will remain unimpaired for the foreseeable future, but they
raise the question of public confidence in the Guaranteed Student Loan
Program. Projections of future default rates in other states are not avail-
able, but since many of the major states have long-established prograas,
their current default rates are probably indicative of ".eir future rates.
If this is the case, then California's projected default rate of 12 to 13
percent may be higher than hany of the states that account for the majority
of Guaranteed Student Loans.. If the current pattern of increasing participa-
tion by students who attend proprietary schools continues and if the default
rate of those borrowers remains at current levels, it is possible that
California's overall default rate will be even higher than is now projected.
Whether California's defaults are paid in whole or in part by the federal
government may not be as important as whether the public will be willing to
support a loan program with an "equilibrium" default rate of this magnitude.

CHARACTERISTICS OF CALIFC NIA DEFAULTERS

Meaningful information on the characteristics of California students who
default and on postsecondary institutions and lendexs with high default
rates is not available to the California Postsecondary Educat»on (.mmission.
Although these data exist, they are virtually inaccessible because of the
nature of the Student Aid Commission's data processing files, which are set
up to facilitate program administration rather than policy analysis. As a

54

46~




result, obtaining information in an analytic format is extraordinarily
expensive and time-consuming. Furthermore, colleges and universities have
been unable to provide basic facts on their borrowers i:nd defaulters, such
as their graduation status or their cumulative debt burdens.

The remainder of this section presents the limited information available to
the Post.secondary Education Commission on characteristics of students who
default and of lenders and institutions with high default rates. It describes
what characteristics could be examined if existing data were accessible, and
it suggests what other information would, be useful in draw1ng conclusions
about the causes of default.

Segmental Differences in Defaulter Characteristics

The Student Aid Commission has developed data on characteristics of student
defaulters that include (1) percent of their loans they paid before default,
(2) their reason for claim, (3) their total amount defaulted, and (4) their
age at time of default. Tahle 31 s'ummarizes these data for student defaulters

TABLE 31 Selected Characteristics of California Guaranteed
Student Loan Defaulters Categorized by Segment

California Private

University of The California Community Independent Vocational
Characteristic California State University Colleges Colleges Schools ~ Other Total
F:zcent of Loan Repaid
before Default: '
No payments 1.1% 1.1% 1.1% 1.3% 1.2% 0.7% 1.1%
Less than 25 percent 74.8 72.3 1.7 14.8 68.4 66.1 70.6
26 - 49 percent 12.7 13.6 14.8 12.4 16.0 16.9 14.9
50 - 74 percent 6.2 1.7 7.8 6.6 9.5 11.1 8.5
75 - 100 percent 5.1 5.1 4.5 4.9 5.0 5.3 4.9
L21s0n for Claim:
Default 95.2 95.6 97.2 93.9 ¥8.3 96.6 96.6
Bankruptey 1.2 2.0 1.7 3.3 1.1 1.4 1.6
Death 2.6 1.7 0.6 2.9 0.4 1.5 1.0
Disability 1.0 0.6 0.5 0.9 0.2 0.4 0.5
T:zal Amount Defaulted:
Under § 2,500 61.7 63.7 76.3 46.3 86.8 75.1 74.5
$ 2,500 -~ § 5,00n 28.1 28.3 20.2 37.0 12.9 20.9 20.7
$ 5,001 - § 7,500 5.4 6.0 3.3 1.5 0.2 2.2 2.9
$ 7,501 - $10,000 3.9 1.7 0.} 6.8 0.0 1.4 1.4
$10,001 - $15,000 0.9 0.3 0.0 2.3 G.0 0.4 0.4
Hore than $15,000 0.0 0.0 0.0 0.1 0.0 0.0 0.0
Aze at Time of Default:
20 or under 0.4 0.4 1.8 0.6 4.3 4.0 2.6
21-22 5.5 3.0 16. & 4.5 18.5 24.9 14.2
23-24 20.6 15.8 19.5 14.8 17.6 19.9 17.7
25-26 28.0 28.4 15.1 15.3 14.1 14.0 16.9
27-28 16.1 16.7 11.5 11.6 11.4 9.0 12.2
29-30 9.9 10.0 9.3 10.1 8.7 6.5 9.1
31-35 11.7 14.8 13.5 19.6 13.8 10.7 14.2
36~50 1.4 9.6 11.6 20.7 10.7 9.7 11.7
51 or over 0.6 1.2 1.4 2.7 1.0 1.3 1.3
Parcent of Total Defaulters 5.0% 11.9% 21.5% 12.4% 42.2% 7.0% 100.0%

M te: These percentages are bas~d on the number of defaulters, while those in Table 29 are based on the amount defaulted.

Scurce: California Student Aid Commission.




for each of the five major segments and indicates the percent of total
defaulters in each segment. These latter figures differ from those in Table
30 on page 44, which represent dollars defaulted. Data oa the share of
individual horrowers in each segment are not available, and thus it is
impossible .u determine whether a disproportionate share of individual
borrowers default or repay in any particular segment.

Percent of Loan Repaid: The vast majority of defaulters in all segments
repay less than 25 percent of their loans before defaulting. Community
College students and proprietary school students actually have slightly
better repayment records before defaulting than do students attending four-
year institutions, although they represent the two largest groups of defaulters.
Over 30 percent of the proprietary school defaulters repay over 25 percent
of their loans, compared to 27 percent of those at Community Colleges, 26
percent it the State University, and 24 percent at both the University and
independent instituteons. '

Reason for Claim: Virtually all claims paid to lenders for ‘.icollectable
loans are for defaulters rather than for bankruptcy, death, or disability of
the borrower =-- over 95 percent in all segments except for independent
institutions, where defaulters account for only 93.9 percent of the claims
and where 3.3 percent stem from bankruptcies. No more than 2 percent of the
unpaid loans in any other segment are accrunt for because of individuals
going into baukruptcy, and the overall rate is only 1.6 percent: half that
of the independent institutions' rate.

Total _ ‘unt Defaulted: Overall, 95.2 percent of the defaulters fail to
repay amounts under $5,000, but the total amount defaulted varies significantly
among the segments. Both University and State University defaulters do so
on about the same amounts, with 62 and 64 percent of them defaulting on less
than $2,50C and another 28 percent defaulting on between $2,500 and to
$5,000. In contrast, only 46 percent of independent rollege defaulters fail
to repay small amounts of less than $2,500; 37 percent default on up to
$5,000; and nearly 17 percent fail to repay amounts of over §5,000. (At no
other segment do more than 10.2 percent of defaulters fail to repay debts of
more than $5,000.) Tn both Community Colleges and proprietary schools, the
vast majority of defaulters -- 76.3 and 86.8 percent, respectively -- default
on $2,500 or less. Those whose defauits total between $2,500 and ¢{),000
account for another 20 and 13 percent in each of those segments.

Age at Time of Default: With the exceptin of defaulters at independent
institutions, most defaulters are under 29 years of age when they default --
nearly two-thirius of these at the University, State University, Community
Colleges, and proprietary schools. In contrast, fully 53 percent at indepen-
dent institutions are 29 or older. Nearly 50 percent of the University's
defaulters are between 23 and 26. In the State University, defaulters are
slightly older; and in Community Colleges and vocational schools they are
slightly younger. The largest group of defaulters in any age group at the
proprietary schools is the 21- to 22-year olds, while at the opposite extreme
over 40 perceut of the defaulters at independent institutions are over 31
vears old.




Loan Holder Differences in Defaulter Characteristics

. The Student Aid Commission also has developed the information on defaulter
characteristics categorized by loan holder that appears in Table 32. These
holders of outstanding loans are not necessarily the originators of the

. l>ans, since many original lenders sell their student loans to secondary
markets for servicing and collection. These sales may occur at any time
from immediately after the loan is originated to just before it enters
repayment. Different lenders sell different parts of their student loan
portfolios at different times. Some lenders -~ primarily those from out-of-
state -- sell few of their student Zoans. Others sell as many loans as they
can or that are eligible to be purchased. (The major secondary market has
established thresholds of minimum average loan eligibility that prevent
originators from selling some of their smaller loans.) The following para-
graphs focus on secondary markets, out-of-state lenders, and California
barks, since their outstanding lpans account for 97 percent of all defaulters.

TABLE 32 Selected Characteristics of California Guaranteed
Student Loan Defaulters Categorized by Loan Holder

California

Out-of-State Savings California
Secondary Commercial California and Loans Credit
___ (naracteristic Markets Lenders Banks Associations Unions Total
Percent o. lLoan Paid Before Default
No Payr ents 1.0% 1.1% 1.2% 1.1% - 2.7% 1.1%
Less than 25% 74.0 69.8 67.4 71.1 70.1 70.6
26% ~ 49% 13.2 15.4 15.3 15.7 16.3 14.9
50% - 74% 7.0 8.9 10.2 8.0 5.4 8.5
75% - 100% 4.8 4.8 5.9 4.1 5.4 4.9
Reason for Claim
Default 96.4 97.3 96.2 98.8 85.6 96.9
Bankruptcy 1.6 1.7 1.4 0.4 6.1 1.6
Death 1.4 0.7 1.5 0.5 6.6 1.0
Disability 0.6 0.3 0.9 0.4 1.7 0.5
Total Amount Defaulted
Under $ 2,500 67.6 - 75.0 82.5 89.1 57.4 1 4.5
$ 2,500 - $ 5,000 23.3 21.5 13.9 9.8 30.2 20.7
$ 5,001 - § 7,500 5.4 2.2 2.2 0.5 2.5 2.9
$ 7,501 - $10,000 2.7 1.0 1.0 0.6 8.4 1.4
$10,001 - $15,000 0.8 0.3 0.4 9.0 1.4 0.4
More than $.5,000 0.0 0.0 0.0 0.0 0.0 0.0
Age at Time of Default
20 or Under 1.1 3.0 3.6 4.4 4.4 2.6
21 - 22 12.1 146.0 17.2 24.7 13.7 14,2
23 - 24 : 18.9 16.5 20.8 19.9 13.2 17.7
25 ~ 26 19.3 15.8 17.8 15.5 9.3 16.9
27 - 28 12.7 12.2 11.6 9.1 8.2 12.2
29 - 30 9.0 9.4 8.2 5.8 6.0 9.1
31 -~ 35 13.8 15.1 11.1 12.0 18.1 14,2
36 - 50 11.6 12.5 8.8 7.8 22.0 11.7
50 or over 1.5 1.4 0.9 0.9 4.9 1.3
Percent of Total Defaulters 25.0%, 59.5% 12.6% 2.5% 0.4% 100.0%

Note: These percentages are based on the number of defaulters, while those in Table 29 are based on the
amount defaulted,

Source: California Student Aid Commission.




Percent of Loan Repaid: Over two-thirds of the three major loan holders'

defaulters had repaid less than 25 percent of their loans when they default:
68.6 percent at California banks, 70.9 percent at out-of-state lenders, and

fully 75.0 percent at secondary markets.

Reason for Claim: In 